Magic of Compounding
-VIDYA KUMAR
Summary – Compounding works wonders for your wealth. Once you understand it
and implement it, you will be able to make a substantial amount of money. To
maximise the compounding effect, you should start early, stay invested for a long
term and be disciplined enough to not to take out money from the money being
compounded.
You have two options with you a.
b.

You will get Rs. 1000 per day for 30 days.
You will get Re. 1 today which will double in value every day for 30 days.

Which one will you choose?
At the end of 30 days, the first option will give you Rs. 30000.
The second option will give you Rs. 53,68,70,912
The second option does not seem lucrative in the short-term, but over a longer
period of time, the magic of compounding kicks in and you will be able to see the
benefits.
In the illustration below, you can see that if your friend got the same Re. 1 that
doubled in value 15 days after you got it, there is a big difference. The total
amount he/ she would have had on the same date is Rs. 16384! 15 days made
such a huge difference.

Page |1

GettingYouRich.com
Merawala Plan

How does the magic of compounding work?
There are two aspects to it 1. Money works on its own on the money you earn. Even if you save a small
amount, you start earning on what you keep saving and what you have earned
before. This example will show us how it happens I put Rs. 1000 in my bank account and earn 5% interest per year. It means at the
end of the year, I will get 5% on Rs. 1000 which is Rs. 50. So the total balance in
my account will be Rs. 1050 (1000+50). If I leave this money untouched and do
not even deposit more money in the account, at the end of the second year, I will
earn 5% on Rs. 1050 which is. Rs. 52.50 (more than what I earned in the first
year). Let us see what happens if I continue this.

As you can see, your money has doubled in 15 years without you doing much.
2. The earlier you make your money work, the more money you will have just
like in the example above how 15 days made such a huge difference in the total
amount earned. It is therefore important to start saving earlier. The earlier you
start saving, the more money you will have.
Compounding is like magic. It is easy and helps you save a lot of money. But you
need to be disciplined about it.
Compounding is an integral part of financial planning. It is important for savings
and investments. A person should start saving and investing as early as possible.
This will help in bigger savings in the future. Typically, investments made today
even with smaller amounts will give more returns in the long run compared to
investments made 3 years down the line. You should start investing when you
have little money as well and not wait for a lump sum amount to start investing.
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The same happens in the case of spending. Suppose you spend Rs. 20 on a soft
drink every day. In one year, you would have spent Rs. 7300. You eroded your
savings and anyways having a soft drink everyday is not a smart thing from a
health perspective.
What should you remember about compounding 




Earlier you start, the better
Choose the shortest compounding period possible so that the money works
for you more number of times.
Compounding works on saving and spending. Take care of your spending so
that they do not spiral out of control.
Do not take out from the pool of money that is getting compounded, as the
magic will not work effectively then.
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